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The stock market ofHong Kong is a reputable financial centre and has been 
the second largest one in Asia in term of market capitalisation. However, participation 
rate oflocal population is around 10 percent only. The lack of market making culture 
undermines its attractiveness to fund-raising activities. It is perceived that major 
corporate investors manipulate the market and smaller size stockbrokers are facing 
serious threat ofbeing eliminated from the market. 
The purpose of this study is to explore the possibility of employing Internet, 
particularly the World Wide Web as an effective media to encourage and enhance 
local population to participate in the securities market in Hong Kong. It was found 
that the consumer profile ofIntemet-Web users resembles to that of the target 
customers of stockbrokers. In this connection, the author proposes recommendations 
ofmarket segmentation, positioning and strategy to stockbrokers for the purpose of 
offering effective online services to Web citizen. The author also suggests various 
corresponding actions to be taken by the Stock Exchange ofHong Kong, the Hong 
Kong Securities Clearing Company Limited, the Securities and Futures Commission 
and listed companies in Hong Kong. The author believes that only the collaboration of 
their effort would make Internet securities trading an effective way to enhance local 
participation. 
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The Hong Kong Securities Market 
Hong Kong is being one of the World's leading financial centres. With a 
market capitalisation ofHK$2,694 billion/ the Hong Kong stock market is the 
world's eighth largest stock market, second only to Japan in Asia. The stock market 
lists 554 companies and 1087 securities.^ Table 1 below gives details of these 
securities in terms of types and relative trading values. 
Table 1: Number and Trading Value of Listed Securities by Type? 
Number Listed Share of Trading Value 
Ordinary shares 562 95 percent 
Preference shares 3 <0.01 percent 
Warrants 259 4.96 percent 
Unit trustsMutual funds 47 <0.01 percent 
Debt securities 216 0.04 percent 
1 As of28 June, 1996. 
^As of28 June, 1996. 
3 As of28 June, 1996. 
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As Table 2 below shows, local individuals and local institutions participate 
equally in the stock market, each contributing one-third of aggregate trading in value 
terms. Another 30 percent of market turnover come from international investors，one 
third of this from the United Kingdom, another third from the United States. Hong 
Kong represents an attractive investment option for foreigners since there is no local 
participation rule nor exchange control� 
Table 2: Contribution to Market Trading by Type of Investor^ 
Type of Investor Percentage of Market Turnover 
Local individuals 33 
Local institutions 33 
Overseas institutions 28 
Overseas individuals 2 
Members' own trade 4 
Most overseas participation is via financial institutions. Institutional trading 
now accounts for 61 percent of market activity, up from 50 percent in a year ago. On 
the other hand, the share of retail investors has dropped from 48 percent to 35 percent. 
This is a sharp departure from previous years when retails and institutional investors 
accounted for equal shares of market turnover.^ 
A survey of retails investors conducted in 1994 found that approximately 10 
percent of the local adult population had owned stocks over the past year, compared 
4 These data come from a survey of the Stock Exchange ofHong Kong ("SEHK"). The survey 
concerned members' transactions during the period from October 1994 to September 1995. 
1° Young's Money and Capital Markets, 1996. 
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with an average of around 22 percent in other developed markets, A more recent 
survey conducted in 1995-96 indicated a somewhat higher level of participation -
nearly 19 percent of the adult population has invested in the local market over the 
preceding three years7 Perhaps more revealing was the reasons given for this low 
level of participation. The Securities and Futures Commission ("SFC") has identified 
two main reasons for the relatively low participation rate of local investors in Hong 
Kong's financial markets - a lack of investor knowledge about the market and a lack 
of investor confidence in the faimess of market intermediaries. In response, the SFC 
in conjunction with the Stock Exchange ofHong Kong ("SEHK") is planning for a 
comprehensive investor education campaign and an investment resources centre 
targeting retail investors. 
An interesting feature of the Hong Kong stock market worthy to note is that 
over half of total market capitalisation rests injust ten firms among the blue chips. In 
fact, just one company, the Hongkong and Shanghai Bank, comprised more than 13 
percent of total market capitalisation in 1995. Not surprisingly, the twenty most active 
stocks provide nearly two-third of aggregate dollar turnover. Many of the shares listed 
in the stock market are in fact trading only rarely. 
6 From the "Retail Investors Survey 1994" undertaken by the SEHK. 
7 This survey was undertaken on behalf of the SFC from September 1995 to February 1996. 
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Table 3: Ten Leading Companies in Stock Market Capitalisation^ 
Percent of Market Total 
HSBC Holdings 13.04 
Hutchison Whampoa 7.25 
Hong Kong Telecom 6.55 
Sun Hung Kai Properties 6.26 
Hang Seng Bank 5.70 
Cheung Kong (Holdings) 4.41 
Swire Pacific 3.74 
Henderson Land 3.17 
ChinaLight 3.02 
New World Development 2.41 
Total 55.55 
The Way How Listed Securities are Traded 
The Stock Exchange ofHong Kong Ltd. (SEHK) is a limited company that 
has the exclusive right to establish, operate and maintain a stock market in Hong 
Kong. Its member brokers who must hold at least one "A" share that entitles the 
bearer to a "seat" and thus trading privileges on the exchange floor own SEHK. The 
member brokers may be individual or corporate, both must be registered as dealers 
under the Securities Ordinance and the Securities and Futures Commission ("SFC"), 
the regulatory body of financial market in Hong Kong. Although the SFC has 
authority over the entire financial industry, including the SEHK, the SEHK remains a 
self-regulating legal monopoly over the public listing and trading of securities offered 
to the public. The SEHK has established trading, clearing and settlement systems in 
®As of28June,1996. 
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which international investors have confidence, as testified by their increasing 
participation. 
Until the beginning of 1996，all share transactions were executed via terminals 
located on the exchange floor of the SEHK. This changed in January 1996 when 
Automated Order Matching and Execution System (AOMES) dealing terminals were 
installed in brokers' back offices. Just six months after its inception, about 45 percent 
of total trading volume were routinely conducted through the AOMES. It is estimated 
that this figure could reach 90 percent later as the major brokerage firms phased out 
their floor trading and transferred them in house. Large brokers find it cost efficient to 
trade from their offices because they tend to specialise in complex, multi-product 
transactions that are most efficiently effected on the screen. Many small brokers, on 
the other hand, use the exchange floor as a de facto office. They fear that technology 
will render the traditional exchange obsolete, effectively driving them out ofbusiness 
and accelerating the trend towards institutional domination of the exchange floor 
already noted in Table 4 below? 
Table 4: Members ofthe SEHK, 1990 - 1996 
- 1990 1991 1992 1993 1994 1995 1996 
Individual Members “ 542 1 ^ 423 343 284 “ ^ IV7~~ 
Corporate Members “ 146 ~T72~ 197 “ 236 279 “ ^ 3^~~~ 
1° Young's Money and Capital Markets, 1996. 
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To set aside the concerns of the small brokers, the AOMES is perceived as 
enhancing the exchange's competitive edge amongst regional markets since the fully 
electronic trading platform will not only improve trading capacity and efficiency but, 
most significantly, will operate without geographical barriers. However, AOMES is 
restricted to market intermediaries such as stockbrokers. Individual investors have not 
been allowed to the system. 
Hong Kong Securities Clearing Company Limited (HKSCC) is established to 
operate the Central Clearing And Settlement System (CCASS) side by side with the 
AOMES. HKSCC is a non-profit distributing company, limited by guarantee. It has 
six members, The SEHK, Bank of China, Hang Seng Bank Limited, Standard 
Chartered Bank, The Bank of East Asia, Limited and The Hongkong and Shanghai 
Banking Corporation Limited. CCASS is a computerised book-entry clearing and 
settlement system for transactions in listed securities in Hong Kong. It reduces scrip 
circulation in the market by the immobilisation of share certificates delivered by 
participants to the CCASS Depository. Settlement is electronically recorded as 
increases or decreases in participants' stock account balances, without the physical 
movement of share certificates. 
At present, stockbrokers, custodians, stock lenders, stock pledgees and 
clearing agencies - the intermediaries through whom investors deal - are eligible to 
participate in CCASS on-line. Ordinary shares, preference shares and registered 
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warrants, which account for almost the entire stock market turnover, will be accepted 
into CCASS in phases. 
In addition to clearing and settlement services, HKSCC provides electronic 
money settlement services, CCASS depository services, common nominee services, 
and bureau services. 
Participants of electronic money settlement services are not required to deposit 
monies into CCASS. However, they need to establish a designated bank account with 
their designated bank and authorise HKSCC to raise debits and credits to this account. 
CCASS generates Direct Debit Instructions, Direct Credit Instructions, and Electronic 
Payment Instructions for money settlement at the end of the day for all transactions 
settled by delivery versus payment in CCASS and submits them to the Clearing 
House of the Hong Kong Association ofBanks for ovemight processing. Participants 
can make on-line enquiries on settled and unsettled money positions through their 
CCASS terminals on the current settlement day. 
For CCASS depository services, participants may deposit share certificates 
during its business hours, together with signed transfer deeds and completed stock 
deposit forms. After sight checking and validation, the share certificates are, in most 
cases, credited immediately to participants' designated stock accounts in CCASS and 
can then be used for settlement purposes. Participants are responsible for “good title" 
to the shares and HKSCC will seek recourse from depositing participants for any 
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certificates found to be defective. Participants during business hours may withdraw 
shares from the Depository by submitting properly completed stock withdrawal forms. 
Similar to the AOMES, CCASS are restricted to the intermediaries. Individual 
investors are not able to access to AOMES nor CCASS that means they have to trade 
listed securities by employing brokers' services. Banks and brokerage firms offer 
stock trading services for individual investors in Hong Kong. This involves opening 
an account with the bank or the stockbrokers, and placing orders by telephone, fax or 
other similar traditional media acceptable to the banks or brokers. The banks or the 
stockbrokers act on the investors' instructions to trade the listed securities. For 
successful deals, the banks or brokers would arrange the clearing and settlement of the 
securities and then issue account statements to the customers. 
A typical procedure ofopening and operating a stock trading account is as 
follows: 
1. Choose a bank or stock brokerage firm 
2. Call them or visit them in person to enquire about their services, 
commission and procedure of opening a stock trading account. 
3. Filling up an account application form. 
4. If a bank is employed, you have to determine a particular bank account for 
settlement of future stock trading transaction. Sufficient fund has to be 
placed in the designated bank account. If a stock brokerage firm is 
employed, there is no need to place sufficient fund with the broker before 
purchasing stock. However, all balance due should be settled within two 
days after the securities are purchased. 
5. Stock purchased will be kept in the investors' account. 
6. When the stock is sold, the bank would deposit the cash in the investor's 
bank account. Whilst, the stock brokerage firm will either ask the investor 
to pick up the check, to authorise them to deposit in the investor's 
designated bank account, or to put in the firm's client trust account. 
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In fact, individual investors may invest in securities in another indirect 
manner, which is to buy unit trusts or mutual funds operated by fund managers. The 
unit trust or mutual fund is a portfolio of securities selected and operated by the fund 
managers. Individual investors have no involvement in the management of the 
portfolio at all. The more individual investors vest their investment in fund managers, 
the more corporate investors would dominate the local securities market. As such, the 
investment activities of unit trust and mutual fund are not classified as individual's 
participation in the securities market in this study. 
The Low Participation Rate of Individual Investors and Its Adverse 
Consequences 
Although the SEHK figures prominently on the agenda their ambitions to 
position Hong Kong as an international, or even a regional centre for listing issues, 
they have met only limited success. Given the low participation rate oflocal 
population, Hong Kong lacks the market-making culture that is necessary to give 
foreign stocks similar liquidity in their home exchanges. It has therefore proved 
difficult for the SEHK to attract either primary or secondary listing from elsewhere in 
the region. On the contrary, more and more Hong Kong-based companies have sought 
to list on overseas exchanges, especially London and New York. In 1993，it was 
estimated that the SEHK had only an 80 percent share of the trade in its own listed 
stocks. It is also believed that most liquid stock borrowing/lending markets for SEHK-
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listed securities are in London and New York. Since it is unclear whether this 
migration of trading is caused by competitive, regulatory or convenience issues, the 
SFC has commissioned a study of such transactions to determine their amount, 
rationale and participants.^® 
Also the domination of the securities market by institutional investors has been 
perceived as the cause of market manipulation and elimination of small brokers. 
The Services Provided by Stockbrokers 
Besides the basic securities dealing services, banks and stockbrokers in Hong 
Kong also provide investors information, inter alia, price quotes, investment advice, 
analysis ofaparticular stock and its future trend, accounting services. Credit facilities 
such as margin account are also available. 
How Listed Securities are Promoted 
Stock Exchange of Hong Kong 
Given the low participation rate oflocal population in the Hong Kong 
securities market, the SEHK has promised to promote more active retail investors. 
1° Young's Money and Capital Markets, 1996. 
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They committed to the maintenance of investor confidence in the regulation of market 
users. However, the SEHK explained that since there was no association representing 
retail investors in Hong Kong such as those existing in many other countries, it is 
therefore difficult to ascertain investors' views. As such the SEHK has to rely on 
surveys and other informal means to obtain feedback from investors for policy 
guideline. 
The SEHK also promised to promote investor education and general public 
awareness of the stock market. They proposed to set up public library and exhibition 
centre for this purpose. The SEHK will also make educational programmes and 
material on the stock and options markets as widely available to the public as 
possible, working in conjunction with relevant educational institutions. 
In Hong Kong, only market intermediaries, for example the SEHK members 
and custodians, may hold CCASS account. Investors who do not wish to hold share 
certificates must deposit them with a CCASS participant who is either their broker or 
custodian, on whom they thereafter rely for confirmation of ownership, receipt of 
dividends and corporate information, and exercise of corporate rights. However, in 
many other Asian markets investors hold accounts with the central securities 
depository, from which they receive confirmations and corporate information directly. 
To improve the integrity of the Hong Kong market, the SEHK will support HKSCC in 
seeking investor participation in a central securities depository. This would help to 
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improve the flow of corporate information and facilitate the exercise of shareholder 
rights in Hong Kong. 
There is a consensus that the share registration process in Hong Kong needs to 
be improved. Efforts are being made to reduce standard registration period from the 
current three weeks to seven days and to improve the whole share registration process. 
SEHK also considers reducing the government levy to make Hong Kong stock 
market more price competitive. At present, the government levy is charged at 0.12 
percent which is shared by SEHK (0.07 percent) and SFC (0.06 percent). The levy is 
the mainstream revenue ofboth SEHK and SFC. In 1996，it represented 33.3 percent 
and 52.38 percent of SEHK and SFC's total revenue respectively. The Government 
may follow SEHK by reducing stamp duty on securities dealing. However, 
stockbrokers are afraid that they may have to bear more cost of SEHK and SFC. 
Listed Companies 
Except for initial public offering (“IPO”), listed companies pay very little 
attention to promoting their shares to the general public. In the course ofIPO, the 
underwriter publishes the prospectus of the company in newspapers to invite public 
subscription. Cocktail receptions would be conducted for the company to introduce 
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themselves and their business plans to the public. In fact, their target subscribers are 
institutional investors who would subscribe most of the company's shares. 
Some listed companies set up a marketing team to carry out on-going 
promotion of the companies' shares to institutional investors. The objective of which 
is to induce more trading volume of the shares that would lead to higher P/E and thus 
increasing wealth of the major shareholders. However, retail investors are never their 
target customers. Therefore, it is rare that there are advertising or promotion activities 
appear in the mass media. 
A few exceptions are Cheung Kong (Holdings) and Hong Kong Electric that 
showed their TV commercials two years ago on their corporate profile instead of their 
products or services. The purpose of the TV commercials was to increase the public 
awareness to the contribution of the companies and their strong corporate presence in 
Hong Kong, hoping that this would help encouraging the trading of the companies' 
shares in the market. However, similar kinds of promotion activities are very rare in 
Hong Kong. 
Stockbrokers 
Stock brokerage firms in Hong Kong rely principally on traditional media for 
advertising and promotion of their services to the public. This represents heavy 
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printed advertisement on newspaper and magazines, printed catalogues or brochures, 
personal selling, referrals, etc. For those banks offering securities dealing services, 
salesman and pamphlets are available in their retail outlets. Private banking also 
regards securities investment as one of their major services for premier clients. 
Primarily personal selling is adopted to approach target clients. 
Internet and Online Financial Information Services 
There are presently over 37 million registered hosts or computers on the 
Internet today which represent sixty to one hundred million people who have access to 
the Internet world-wide. The astonishing thing is that this is up from an estimated 
thirty million users in 1994. The Internet is doubling in size every two years! So, what 
exactly is the Internet? 
The Internet is a global co-operative interconnection of thousand of public and 
private computer networks around the world co-operating to enable research 
organisations, commercial organisations, educational institutions, government 
agencies and individuals to communicate electronically, access and share information 
and conduct business. 
The networks that comprise the Internet are connected in a variety of ways, 
including by the public switched telephone network and by high speed, dedicated 
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leased lines. Open communications on the Internet are enabled by the Transmission 
Control Protocomntemet Protocol ("TCP/IP") built into UNIX, the operating system 
that most Internet servers use. It is an internetworking standard that enables 
communication across the Internet regardless of the hardware and software used. 
One of the features ofIntemet is the e-mail. With e-mail one can send actual 
spreadsheets, word processing files and even whole databases instead ofjust faxing a 
static snapshot of the information. This allows for document transfer which could 
previously only be accomplished through postal or courier services. 
The development ofWorld Wide Web ("WWW" or "Web") technology and 
associated easy-to-use software has made the Internet easier to navigate and more 
accessible to a larger number of users and for broader range of applications. The Web 
is a multi-media publishing environment which incorporates text, graphics and even 
sound and video both simply and easily from anywhere on the Internet. Text and 
graphics on the Web can be linked to other pages anywhere on the Internet, and can be 
navigated by simply clicking on a link with a mouse. At present, there are over fifteen 
billion words of text on the Web in over twenty million Web pages that can be found 
in practically every comer of the world. The spectacular growth of the Web is quickly 
making it a powerful marketing and research tool that cannot be ignored any longer. 
Listing all of the financial resources on the Internet would nearly be 
impossible. In particular, there are new financial information, financial news, and 
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other services from all over the world coming online everyday. The followings are 
some of the examples. 
Financial and Business News 
The online edition of the Wall Street Joumal (http://wsj.comy^ is an excellent 
example ofwhat an online financial newspaper can do. The interactive version has all 
ofthe stories and stock information in their paper editions (including most of the 
stories in the Asian Wall Street Joumal). In addition, we can create customised 
newspaper that keeps a personal profile of what stocks, companies and information 
are special interest to ourselves. In this case, we can quickly find what we want 
without having to browse through many sections. 
Financial and Market Information 
Over sixty exchanges from around the world have their own Web pages, with 
more going online everyday. There are also a number oflive stock quotation services 
for subscribers anywhere on the Internet for very reasonable prices. Within five 
minutes we are able to locate nearly forty stock quotes services, many of them 
providing delayed quotes through news and wire services for free. 
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One of the best known stock quote services is Quote Com 
(http://www.quote.com) which provides current quotes on stocks, options, commodity 
futures, mutual fimds and bonds. InTechTra Inc. is a service that specialises in Hong 
Kong stock information (http://www.ganet.net/ITI/). DBC Online 
(http://www.dbc.com/) is another service that provides comprehensive stock 
information from Asia, North America and Europe. For market analysis we might 
want to check out Dataquest Interactive (http://www.dataquest.comy^ who provides 
statistics, news, analysis and reports for free. 
Corporate Profile and Reporting Services 
Hoovers (http://www.hoovers.comyO is one of the online corporate profile 
services that provides regular articles and links to publicly listed company Web sites, 
all linked with stock performance information and annual reports. Dun & Bradstreet 
(http://dbisna.com) also provides a wide selection of their traditional services. 
It should be noted that the Internet is still far from being an ideal medium for 
research and financial information services. People who use dialup connections to the 
Internet often complain that the Net is too slow and information difficult to find. The 
other complaint most often heard in Hong Kong is that the Internet is too oriented 
towards North America information and that information about Hong Kong and 
information specific to Asia is still spotty at best. 
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While these are valid complaints, it should be remembered that Hong Kong 
tends to copy and follow rather than take the lead and it has taken the Territory two 
years longer to catch up the Internet era than the West. It will take some time for local 
information, companies and services to catch up to what is available now in the West. 
Online Securities Trading via the Internet 
As far as the author understands, there has not been any Internet services 
available for online trading oflisted securities in Hong Kong. In the following 
sections, Internet securities trading which is quite common in the United States 
nowadays is referred to (see Appendix 2 for some of the examples). 
To trade through the Internet, an investor can use browsing software to visit 
the broker's site, enter his account number and PESF, and follow the online instructions 
to make trades or to see his account information. Everything is stored at the Web site, 
so he can buy and sell shares from any computer that gives him access to the site. 
However, the investors have to make deposits and withdrawals the old-fashioned way 
- b y mail or wire transfer. At present, seventeen brokers have trading sites on the 
Web. Most online brokers provide all the information required for comparison 
shopping at their Web sites free of charge. 
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Some online brokers would charge more than their Web-based competitors for 
offering more services including real time quote and some investment research. Their 
Web sites usually have portfolio management tools, the ability to export data to 
Quicken and other personal-finance programs, and links to sources of financial 
information, such as the Reuters Money Network. 
E*Trade now offers the following services in their Web site: 
• Allow investors to choose market indices, charts, price and economic news 
according to owns investment strategy. 
• Access to the stock trading software, E*Watch which provides price 
analysis, charting and stock quotes. 
• Free market analysis and information of listed companies. 
• Allow investors to review, forecast and manage own investment portfolio. 
Recently E*Trade was agreed with Microsoft to allow investors ofMicrosofVs 
investment Web page, http://investor.com, to access to E*Trade's investment Web 
page directly. Also, E*Trade's investors are now able to use Microsoft Investor and 
Microsoft Money to manage personal finance and investment portfolio. 
At present, Internet provides an alternative medium for investors to access to 
their brokers' services. Some Web stockbrokers can receive and match client's orders 
via their electronic network without going through the local exchange's trading 
system and thus avoid triggering market's attention to any sizeable order. 
Nevertheless, it does not mean that listed securities could be traded in the Internet 
without going through the U.S. stock exchanges for completion of a deal. 
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The first company that successfully conducted IPO on the Internet, Spring 
Street Brewing set up their own electronic trading system called WITTRADE. Stock 
certificates were issued when the company received checks from the subscribers. 
Sending the certificates to the company can trade the stock. When the company 
cleared the checks from the buyers, they released the money to the sellers. In this 
connection, brokers and stock exchange were taken out of the system and brokerage 
commission was saved. 
However, Spring Street's online services had posed serious problems for the 
regulatory bodies to enforce the statutory regulations. Moreover, it challenged the 
legal monopoly of the stock exchange. As such, the U.S. Stock Exchange 
Commission suspended WITTRADE and similar Internet trading systems that happen 
to skip stock exchanges. 
The Pros and Cons of Dealing Securities on the Internet 
Listed Companies' Perspective 
From the listed companies' point of view, Internet could be an efficient and 
cost effective way to invite retail investors. 
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Online Initial Public Offering (IPO) ofSmall Businesses 
Spring Street Brewing Co.", a U.S. company completed the first-ever online 
public offering ofits shares to the Internet community, raising US$1.6 million. Like 
most small businesses that require relatively small amount of public fund, it is not 
commercially viable to ask for merchant banker's services and apply for listing in any 
stock exchange�Traditional IPO can cost around US$700,000. Intemet could be the 
simplest and cost effective way to publish the company's prospectus and invite 
subscription. The cost ofIPO could be reduced to US$100,000 or below. More 
importantly, the success ofIPO no longer relies on the support of merchant bankers. 
Traditionally, it cost nine hundred hours to complete a prospectus for IPO and the 
legal cost could be as high as US$200,000. However, small businesses can now 
employ the interactive software CapScape to make the prospectus in a ftilly automated 
manner. The cost of CapScape is only US$l,200 and the time taken could be reduced 
to eleven hours. Once the prospectus is prepared electronically, it could be delivered 
to lawyers for verification who would charge a couple of thousands only. Thereafter, 
the prospectus could be launched to the public via the Intemet. 
Another advantage sought by Spring Street was that their prospectus was 
addressed to beer enthusiasts by placing it to the Web's beer catalogers. This makes 
"Special Report (Enterprise) Roundtable: Intemet Finance: A Stock Exchange in Cyberspace?., Vol. 
3475, Business Week, 05-13-1996, pp. 8. 
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the public offering very focused. Spring Street's prospectus received enquiries from 
far away — South Africa, Iceland, the Far East and thus has broken the traditional 
geographical barrier ofIPO in local stock exchange. Spring Street is now performing 
more fund raising activities in their Web site (plaza.interport.netAvitbeer/). Another 
example is Direct Stock Market (http://www.direct-stock-market.com) which provides 
a lot of small and medium size companies, including listed companies, inviting public 
subscription of their shares. Nowadays, there are around thirty U.S. companies 
operating their own Web pages for IPO and fifteen merchant bankers promoting the 
IPOs of their clients. 
Powerful Advertising Media 
Internet is a very powerful advertising media for brokers' services. New 
clients can access the brokers' home page seven days a week, 24 hours a day. An 
electronic Web site could be taken as an international yellow page listing that is much 
more interactive and attractive than a simple text entry in a directory. Compared to 
printed media, electronic Web publishing is cheaper, faster, always up-to-date and less 
wasteful. Once a brochure is printed it rapidly goes out of date and cannot be updated. 
Home pages can easily be updated to include details of new office, product or 
services. The cost of creating and printing brochures restricts the amount of detail that 
could be included. On the contrary, the Internet costs as little as US$l,800 to register 
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an international domain name to protect a firm's name and reputation. Saved to 
mention that a Web site will be opened 365 days a year. 
As discussed before, the twenty most active stocks have provided nearly two-
third of aggregates dollar turnover in Hong Kong stock market. Their prices could 
have been too high for individual investors. On the contrary, many medium and 
smaller size listed companies are dormant or trading very rarely even though their 
prices could be quite attractive. The use ofIntemet advertising could be a 
breakthrough of the domination ofblue chips in the local stock market and offers 
more choices to individual investors. 
Individual Investors' Perspective 
From the retail investors' point of view, Internet securities trading provide the 
following competitive advantages. 
Lower Brokerage Commission 
Online securities trading are most suitable for those individual investors who 
incline to trade on their own. If an individual is uncomfortable picking stocks, or 
simply does not have the time or inclination to do his own investment research, he 
may be better off using a financial planner or full-service broker. But i fhe makes his 
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own investment decisions and does not mind having limited personal contact with his 
broker, he can save quite a lot by trading online. 
Taking stock trading in the U.S. as an example, to buy five hundred shares o f a 
US$50 stock will cost about US$425 in commissions at a full-service broker, or about 
US$155 at a discount broker. Make the same trade electronically with a discount 
broker through a direct dial-up connection will cost about US$35. However, it only 
costs US$12 if one is willing to go through a Web site online stock trading. 
Convenience 
I f a full-service broker is employed, usually we have to call during office 
hours to make a trade. With online trading, we can check our holdings and enter an 
order any time of day or night, even at a time when brokers are not available. When 
the broker's computer has executed our instructions, we can get an electronic message 
confirming the trade. 
Speed and Accuracy 
Online trading is also generally faster and more accurate than placing an order 
by phone, because the person whojots down the phoned-in instructions and the "wire 
operator" who keys it into the automated system can both make mistakes. When we 
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trade online, we type the information directly into the system and can review it before 
sending it off. 
Some Webbrokers are linked directly with stock exchange's trading system. 
For example, investors could key in their orders to the Web page ofDatek On-line and 
send them for execution to NASDAQ's Small Orders Execution System and Selecnet 
directly without passing through any human broker. 
Information Services 
Customers oftraditional brokers access to their portfolio's performance either 
by referring to newspaper stock quote, calling their brokers during business hours or 
waiting for their statement every thirty days. However, Internet offers customer 24-
hour real-time access to their account information, such as market values of securities 
and current balances. Like Datek, all reports of customer accounts are updated as soon 
as the electronic orders are filled. They could send out an e-mail notice within a few 
seconds, telling their clients the time that the trade was received and executed. Printed 
statement is sent on a monthly basis. 
Many Web sites offer free stock research, and respected research firms, 
including Market Guide, First Call and Zacks in the U.S. - that used to sell 
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exclusively to large institutions now offer their services to individuals online for as 
little as US$9.95 a month. Some Web-based brokers offer free quote service that 
allows investors to track a portfolio of stocks. Also, some Web-based brokers provide 
links to relevant news stories, which we will see as soon as we sign on and view our 
portfolio. 
The Webbrokers' sites also link to other specialised services in the Internet 
like Reuter Money Network that provides the latest news about markets and one's 
own holdings. Dow Jones and Telecan offer price data, and Standard & Poor,s can 
give comprehensive, fundamental information on thousands of companies. 
Benjamin and Wigand in their article "Electronic Markets and Virtual Value 
Chains on the Information Superhighway" pointed out that electronic information 
superhighway would provide consumer free market access to all suppliers willing to 
pay an interconnection cost. Electronic linked producers and retailers will be able to 
lower their costs by reducing intermediary transactions and unneeded co-ordination 
because ofelectronic transactions directly with the consumers. Distribution costs will 
be minimised in two ways. First, information will be transmitted electronically, and 
much lower electronic distribution costs will be substituted. Second, as each element 
of the industry value chain is bypassed, a physical distribution link and related 
inventory carrying costs will be eliminated. Many companies will need to face smaller 
profit margins which may be compensated for by increased volume. 
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After all, the Internet, a vast computer interchange accessible to anyone with a 
computer and a modem, could fundamentally restructure the brokerage business and 
grab the active traders who are the best customers of full-service brokerage houses. 
People also argue if there is still a need of a stockbroker or a stock exchange. 
Limitations or Concerns 
Security and Privacy 
A key concem with online trading is security and privacy. Can intruders 
access an individual's account information and make unauthorised trades or withdraw 
funds? When we trade on the Internet, our instructions and account information pass 
through any number of computers as they travel from our computer to the broker, 
which means they are vulnerable to people with criminal intent. Therefore, whenever 
we trade on the Internet, we must use a Web browser with built-in encryption tools 
and support the "Secure Sockets Layer (SSL)", the de facto standard for data 
encryption on the Internet. In this case, trading on commercial online services or with 
a broker that offers direct access to its computer via a telephone line could be as safe 
as - or safer than - buying and selling stocks by phone. 
Most ofthe Webbrokers only provide access to their Web sites via Internet 
Explorer 2.0 or Netscape Navigator 2.0, the Web browser that are believed to have the 
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most sophisticated encryption precautions. They are all SSL-capable and generally 
activate it automatically. Account number, user ID together with PIN would be 
assigned to Web clients. To prevent hackers from wreaking havoc, none of the 
Internet brokers allows customers to change an address, withdraw money, or liquidate 
an account except in writing or in person. Some Webbrokers also suggest their Web 
clients not to access their secure site from a computer that any person might have 
access to. Otherwise, someone might click on the "back link" during his absence and 
get the user ID and password. 
Security for business transaction concerns privacy of customers, transaction 
integrity and confidentiality, and authenticity of merchants and customers. Encryption 
is the commonly used technique to ensure security in electronic commerce. The 
purposes of encryption include: 
• Identification - to identify who send the message. 
• Authentication - the message has not been altered. 
• Nonrepudiation - sender could not deny his action. 
• Privacy - others could not read the message or determine the senders and 
receivers. 
TCPAP ofIntemet is an insecure, open architecture, not designed primarily for 
business transactions. Information is transmitting from one computer to another 
through different machines managed by different parties. User name, password, e-
mail, credit card information, etc. sent in plain text is vulnerable to intrusion. 
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Encryption is widely applied to disguise a message in such a way as to hide its 
substance. Encryption converts the text and numbers in a message into a code that is 
unintelligible without a decryption (decoding) key. Plain text sent is first encrypted to 
cipher text and then decrypted to plain text again for the receiver. 
A digital signature is another form of authentication that introduces a pair of 
different computation protocols for encryption and decryption. In a digital signature 
system, a sender encrypts a plain text using a secret protocol and a recipient decrypts a 
ciphertext using the protocol published by the sender. Hence, a digital signature can 
mimic for electronic data, a function similar to that played by a hand-written signature 
for paper documents. Digital signature makes it possible to prove who has generated 
and sent that data. 
Message authentication is a process which generates a "message authentication 
code" (MAC) by a complex computation using each character in a payment 
instruction (be it a number, letter, or even a punctuation mark). The purpose of the 
MAC is to confirm that a message has been received from a specific sender, and also 
that it has not been altered or tampered with after its sender approved it. Any change 
in the content of the message will change the MAC. The MAC calculated by the 
sender is transmitted with the instruction, and the receiver (e.g. a bank)'s system 
automatically recalculates the MAC on receipt so that any amendment is immediately 
obvious. The receiver then confirms that it has received the instruction, so that the 
process can be described as "end-to-end" authentication. 
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Message compression concentrates electronic messages into a short message, 
making interception and amendment even more difficult. Finally, payment sequencing 
identifies each payment instruction with a sequential code so that any additional 
fraudulent messages would need to know the previous sequential code and, at the very 
least, would be detected when the next legitimate message is received, bearing a code 
that has already been used. 
The practical effect of these techniques is to discourage any thief from even 
contemplating the possibility ofbreaking into one of these systems. There is perhaps, 
more risk from computer specialists who see the complex security systems as a 
challenge. Also, the banks and stockbrokers, as the systems suppliers, need to keep a 
balance between services that are very secure but too complicated to operate, and 
those that are “user friendly" but encourage careless security practices. 
It is not unusual for investors and stockbrokers who make only limited use of 
electronic banking or securities dealing services to feel safe with their familiar paper-
based systems. A common misconception is that credit card numbers (or similar kind 
of personal financial or bank information) will be stolen during Internet transactions. 
While it is possible to break an encryption code and crack a secured phone line to 
obtain an individual's credit card number, it is much easier to copy numbers from the 
credit cards themselves. This feeling of security is, however, probably misplaced in 
31 
the light ofthe comprehensive nature of the security techniques that are provided by 
the present generation of electronic banking system. 
Integrity of Webbrokers 
Another concem is about the broker's honesty and integrity, as well as the 
quality ofservices it provides. All the above seventeen brokers belong to the National 
Association of Securities Dealers QSfASD), and all, at minimum, insure accounts for 
up to US$100,000 in cash and up to US$400,000 in securities. Nevertheless, we 
should always investigate any online brokerage before we sign up. We can get a report 
on censures, fines, suspensions or criminal convictions a broker may have received 
from the NASD's Public Disclosure hot line (800-289-9999, www.nasdr.com). The 
NASD also tells us what state agency to contact to leam about complaints filed by 
customers against a broker. 
We can also find out what customers' opinion of an online brokerage's service 
by checking out message boards. The Consumer Rap area of American Online's 
Motley Fool forum has folders where customers post their grievance and admiration 
about almost all online brokers. A good forum on the Web can be found in the 
investment area of the Silicon Investor (www.talk.techstocks.com). 
In Hong Kong, the rapid pace at which local financial markets are developing 
and expanding leaves regulators facing a particularly tough challenge in attempting to 
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boost levels of investor protection. Last year, SFC Chairman Anthony Neoh wamed 
there were serious concerns over investor protection with the increased use of 
international electronic trading systems, such as Globex and Instinet. Since the SFC 
has little or no surveillance over these trading systems, it has suggested that 
legislation be introduced to require SFC approval for international screen-based 
trading systems to be operated in Hong Kong. It also wants to develop an appropriate 
set ofancillary rules for systems offering cross border products to local investors. 
Limited Product Line 
The majority Webbrokers provides only the most basic services. Nearly all of 
them do not offer options, international stocks, dividend reinvestment programs or 
other services. For example, E*Trade handles stocks, bonds, and options and provides 
limited check-writing. However, it does not offer futures trading, no-load mutual 
funds, or annuities and certificates of deposit. To its credit, E*Trade does accept short 
sales via computer - even though those trades often must be processed manually. 
E*Trade also handles most complicated trades, such as “versus purchase" orders that 
allow investors to specify which lots are being sold to limit their tax liability. By 
contrast, a survey by the American Association ofIndividual Investors in January 
1996 revealed that some cyberbrokers do not permit selling short by computer nor 
handle "versus purchase" orders. 
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Aufhauser (K.) & Co，asks for an annual fee ofUS$800 and allows unlimited 
trading as well as delayed price quotes (real-time quotes cost an additional US$20 a 
month). However, all trades must be made on Aufhauser's Web site in its restricted 
100-share denominations. Also, all account queries must be made via E-mail rather 
than by phone. What is more, Aufhauser imposes some additional service fees, such 
as US$50 to close an account and US$20 for wire transfers. 
Extra fees may be required for any trade other than a market order (buying or 
selling a stock at its current ask, or bid, price). Lombard Institutional Brokerage Inc., 
for example, charges US$5 extra for a limit order (buying or selling a stock when it 
reaches a pre-set price). E*Trade's commission for a typical online stock transaction 
order is US$14.95. It tacks on US$5 when their customer trades stocks that are not 
listed on the New York or American exchanges and also for stop orders. 
Contrary to full service brokers who provide a wide range of securities related 
services, Instinet emphases its primary and single function of acting on their clients' 
trading orders as a way to reduce the transaction cost. 
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The Listed Companies, Stockbrokers and the Hong Kong Stock Exchangers 
Presence on the Internet 
The Listed Companies 
The Web sites of the ten leading listed companies in Hong Kong in term of 
market capitalisation (see Table 3 above) were visited. 
1. HSBC Holdings (site not found) 
2. Hutchison Whampoa 
(http://web3 .asial .com.sg/timesnet/datay'can/docs/cna0812.html). 
The Web page of the group that serves as an announcement of its two main 
ports. 
(http://www.hutchnet.com.hk/) 
The Web page ofthe group that promotes the telecommunication business. 
3. Hong Kong Telecom (http:/hkt.net/) 
4. Sun Hung Kai Properties (http://www.shkp.com.hky^ 
5. Hang Seng Bank (http:y7hangseng.conV) 
6. Cheung Kong (Holdings) (site not found) 
7. Swire Pacific (site not found) 
8. Henderson Land (site not found) 
9. China Light (http://www.chinalightand power.com.hk/) 
10. New World Development (site not found). 
The author noted that not all of the above leading listed companies are keen to 
set up their home page in the Internet. Even if a home page is constructed, they are 
mostly corporate brochures that aim at promoting the companies' products or services 
to the public. They are not intended to assist individual investors to evaluate the 
companies' listed securities. Valuable information such as dividend policy, P/E ratio, 
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announcement of any merger or acquisition plans, forecast of profitability, corporate 
governance, plan for bonus or right issue, etc. which are useful references for 
investors to evaluate their stock are not available in the sites. 
Exceptions include the Hong Kong Telecom Web site that provides 
shareholders' information including their interim and annual reports, ten-year 
financial review and ten-year statistical review. Sung Hung Kai Properties' site 
provides annual report, result announcement, senior management profile and credit 
ratings. However, these are historical information that may not be very helpful for 
present and future share valuation. 
The most useful site an investor worthy to visit is the China Light's home 
page. It provides comprehensive investors and shareholders' information including 
their emphasis on maximising the long term value of their shareholders' equity, 
dividend information, 1997 financial calendar, annual reports, past ten-year financial 
highlights, business plans, gearing, credit rating, etc. Also, the site provides a link to 




The Web sites of the following major banks and brokerage firms that offer 
securities dealing services to individual investors in Hong Kong are reviewed: 
Banks: 
• Hang Seng Bank 
• The Citibank Private Banking 
• The Standard Chartered Personal Banking 
• Jardine Fleming Bank Ltd 
• Dah Sing Bank 
• Dao Heng Bank 
• International Bank of Asia 
• Bank of East Asia 
• Nanyang Commercial Bank 
• Wing Hang Bank 
• Wing Lung Bank 
Brokerage firms: 
• Barclays Asian Selection Funds Ltd. 
• Fidelity Investment 
• Templeton Management Ltd. 
• Templeton Franklin Investment Services (Asia) Ltd. 
• Schroders Securities 
So far, major banks that offer securities dealing services and full-service 
brokerages' Web sites in Hong Kong are not as interesting as expected. They are 
mostly marketing brochures. One example contains an investment personality quiz, 
only two research reports that must be ordered, twice-daily market commentary, and 
market indices updated weekly. It is more in the public relation category than the 
transaction category. 
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The Web site of Jardine Fleming Bank Ltd. offers some helpful guidelines for 
individual investors to build their own investment portfolio. The topics include: 
• The Importance of Careful Investment Planning 
• Assessing Your Investment Objectives 
• The Key Elements of a Balanced Portfolio 
• Suggested Model Portfolios 
However, none of the sites offer electronic dealing of securities in Hong Kong. 
Site visitors are suggested to contact the bank or the brokers by phone, fax or e-mail. 
They could submit application form of opening account or request for credit. 
However, response is not interactive or electronic. 
The SEHK 
The SEHK sets up their home page (see Appendix 1) in the Internet which 
provides general information ofHong Kong's financial industry and the SEHK itself. 
The site also provides information relevant to securities ^)articularly stock options) 
trading and allows visitor to subscribe publications of the stock market. To certain 
extent, the site provides helpful source of information for the public to know more 
about the stock market in Hong Kong. However, the site has not been fully developed, 




Purpose of the Study 
To understand Hong Kong people's attitude towards trading ofHong Kong 
listed securities, the consumer behaviours of individual investors and their attitude 
towards trading listed securities via the Intemet. Accordingly, to suggest the possible 
ways that Intemet securities trading could be employed to increase the participation 
rate oflocal population in investing in listed securities. 
Justification of the Study 
The Intemet Community is growing in geometrical term and its demographic 
characteristics fit the target investors ofHong Kong listed securities. Electronic 
dealing in listed securities is emerging in other parts of the world that has been proved 
as an efficient and effective way for individual investors to participate in securities 
trading. Many listed companies and brokerage firms have found ways to be present in 
the Intemet to reach their target customers. 
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Scope of the Study 
A general survey was conducted to collect information about the consumer 
profile of securities investors in Hong Kong and people's attitude towards investment 
in listed securities, their opinion of the Hong Kong securities market and their 
brokers' services in Hong Kong. Also, the consumer profile and the consumer 
behaviours ofIntemet users and their opinion towards electronic securities trading 
were collected. The results of this study would be compared with the findings of the 
previous studies in Hong Kong and overseas. Besides, the authors would attempt to 
make recommendations on how brokers, listed companies and the SEHK should 





In this study, the author defines two research areas, namely: 
1. The consumer profile of individual investors and their attitudes towards 
trading Hong Kong listed securities; and 
2. The consumer profile of Intemet users and their attitudes towards usage of 
Intemet and World Wide Web for trading oflisted securities in Hong 
Kong. 
The following information would be required to understand the first area: 
• The consumer profile of active investors ofHong Kong listed securities. 
• The sources of information used in their purchase decision. 
• Degree of satisfaction with the services of their brokers. 
• The reasons of not investing in Hong Kong listed securities. 
41 
The following information would be required to understand the second area: 
• The consumer profile of active Web users. 
• The main purposes of Web usage. 
• The main problems of Web usage. 
• Their attitude towards Web security 
• Their attitude towards online securities trading. 
In addition, the following would give a clearer picture of the securities market 
in Hong Kong, trading of securities on the Internet and people's attitude 
towards online securities trading. 
• The Hong Kong securities market and the Stock Exchange ofHong Kong 
Ltd, in general. 
• The trading mechanism of listed securities in Hong Kong 
• Internet securities dealing in other parts of the world. 
• The benefits as well as concerns ofIntemet securities trading. 
• The major Hong Kong players' presence in the Intemet. 
• Existence of any correlation between the above findings and the 
demographics. 
Sample Selection 
A questionnaire-based survey was conducted using Chinese University of 
Hong Kong 3-Year MBA Programme year three students as sample frame. It was 
believed that the students represented fairly the public at large in Hong Kong for the 
purpose of understanding the consumer behaviour of securities investors and Intemet 
users in Hong Kong. 
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Survey Design 
The sample polling method was a general survey in which respondents 
received a questionnaire written in English, accompanied by an English covering 
letter. It was expected that the questionnaire would be completed and collected in the 
Chinese University ofHong Kong town centre. The average response rate for this 
kind of mail survey was believed to be between 30 percent to 50 percent. 
A questionnaire-based survey to be distributed in the town centre is chosen 
over alternative methods, such as personal or telephone interview. The complexity 
and length ofquestioning made it impossible for personal interviews where 
respondents might feel hurried or biased in the presence of an interviewer. The survey 
gives respondent time and flexibility to verify his sources of information and 
construct unhurried replies. It also offers anonymity to allow respondent room to 
answer questions of confidential nature, as well as easy access to a widely dispersed 




The questionnaire (Appendix 5) was divided into four sections. The first 
section was related to the demographics of the respondents. The second section was 
designed to gather information on their investment behaviour and attitude towards 
securities trading in Hong Kong. The third section was to find out the respondents' 
Web usage and their concem ofIntemet. Finally, the questionnaire was to gather the 
respondents' opinion on Internet securities trading. 
Timing of the Study 
The questionnaire was despatched on 17 March 1997. Completed 
questionnaires received before 31 March 1997 was used for the analysis. Relevant 
Web sites found during the period from 1 January 1997 to31 March 1997 were 
referred to in the Study. 
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CHAPTER IV 
ANALYSIS OF FINDINGS 
The data collection instrument was a questionnaire that was sent to every 
sampling unit in the sample frame. Analysis of the results is detailed in the following 
sections, namely, response rate, demographics of the samples, stock trading 
behaviour, computer usage, Internet and Web usage, data privacy, censorship and 
security of transaction, and attitude of online securities trading. 
The results are classified into the following clusters: 
1. Demographics 
2. Computer/Internet Literacy 
3. Banking/Investment Behaviour 
In the discussion, if it is said that two data groups are differed significantly 
from each other or two variables have a certain relationship, they have been tested 
statistically with 95 percent confidence level, unless otherwise stated. 
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Response Rate 
The response rate was encouraging. Out of sixty questionnaires sent, a total of 
38 completed questionnaires were received before 31 March 1997, representing a 
response rate of 63 percent. 
Demographics of the Samples 
The demographics of the sample are analysed under the following categories. 
• General 
• Investors ofHong Kong securities 
• Web users 
General 
Most of the respondents are male (86.8 percent) and aged in their early thirties 
(44.7 percent). Almost all respondents' primary language is Chinese. 
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The respondents' current occupations are: 
• Information technology : 23.7 percent 
• Telecommunication : 13.2 percent 
• Bank, insurance, investment and other financial services : 13.2 percent 
• Education : 13.2 percent 
• Construction : 10.5 percent 
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More than half of them (64.8 percent) has been in managerial level for more 
than one year. Around 13.5 percent of them have more than six years experience in 
managerial level. About 68.4 percent of the respondents have monthly household 
income available for saving of more than HK$10,000. 
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Almost all of the respondents (except one) indicated that they are able to 
access to computer either at their workplace, at home or elsewhere. Also 78.4 percent 
of these respondents said they have accessed to World Wide Web. 
Stock Trading Behaviour 
Most of the respondents (94.7 percent) put their saving in local currency bank 
deposits. Around 52,7 percent of the respondents place their savings in foreign 
currency bank deposit. Only 47.4 percent of them have direct investment in Hong 
Kong listed securities. However, around 13.2 percent and 26.3 percent of the 
respondents have purchased unit trusts, investment funds, etc. and insurance or 
pension schemes respectively. The investment portfolio of some of these investment 
funds may compose ofHong Kong listed securities. This seems to imply that quite a 
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number ofrespondents rely on fund manager to invest for themselves rather than 
buying listed investment directly. Also, only 5.3 percent of the respondents have 
investment in overseas listed securities. The participation rate of overseas stock is 
even worse than that of local stock. 
About 18.4 percent of the respondents put their saving in real estate properties. 
However, it is not sure if this is to satisfy their needs of accommodation rather than a 
discretionary investment. Only 21.1 percent of the respondents indicated that they 
• 
have other kinds of investment. This indicates that there are not many investment 
alternatives for the respondents. 
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For those who have placed their saving in Hong Kong dollars bank deposits, 
more than 61 percent of them put more than 25 percent of their savings in such 
deposits. Around 22.2 percent of them put even put up to 75 percent or more of their 
saving there. However, for those who invested in Hong Kong listed securities, only 
27.8 percent of them put 25 percent to 50 percent of their saving in such listed 
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investment. The rest of them invested less than 25 percent. Almost all of the 
respondents who indicated that they have investment in overseas listed securities, unit 
trust, insurance scheme, etc. put less than 25 percent of their saving there. This 
indicates that Hong Kong dollars bank deposits are the primary choice for keeping 
their saving. For those who invested in other areas including Hong Kong listed 
securities, most of them would not put all their eggs into one basket. 
Around 39.5 percent of the respondents stated that they had been buying 
anchor selling Hong Kong listed securities in the past six months. However, these 
respondents are not frequent traders as almost all of them traded less than ten times in 
the past six months. 
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Most of the demographics of the securities investors are similar to those of the 
respondents. However, they are likely to be more mature (all those respondents aged 
over forty had traded securities in the past six months). Also they are having more 
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experience in managerial position (over 70 percent of those respondents having four 
to six years managerial experience and over 60 percent of those having over six years 
managerial experience had traded securities in the past six months). Moreover, they 
are more likely to use Web to buy or sell listed securities and other financial 
instruments. 
For those who indicated that they have purchased Hong Kong listed securities 
in the past six months, most of them (65.2 percent) know their present stockbrokers 
by referral. About 13 percent of the respondents know their brokers by printed 
advertisement. None of them said it is through TV, radio or Intemet. 
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Most of them (82.6 percent) rely on articles or reviews in newspaper or 
magazines in making stock purchase or sell decision. More than 65 percent of them 
referred to these printed materials two to four times or more per month. Only 28.6 
percent and 23.8 percent of them used brokers' advice or telephone services 
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respectively. None of these respondents used brokers' advice for more than once a 
month. Although less than 20 percent of the respondents referred to commercial or 
non-commercial Web sites for stock information, almost all of these respondents 
made enquiry to the commercial Web sites for more than once a week and non-
commercial Web sites for two to four times a month. 
A question (Q.11) was asked for stock investors to state their agreement 
(5)/disagreement (1) on a five-point scale about their satisfaction of their brokers' 
services. Most of the criteria scored 3.0 or above except that the criteria "he gives me 
personal advice" only scored 2.88. Also, the criteria “he provides credit facilities as I 
request" only scored 2.79. This indicates that respondents are not quite satisfied with 
the brokers in providing personal advice. Also, the investors had to pay once they 
have bought the stock. 
Another question (Q.12) was asked for the respondents who indicated that they 
had not purchased or sold any Hong Kong listed securities in the past six months. 
They were asked to state their agreement (5)/disagreement (1) on a five-point scale 
about their reasons of not doing so. Most of the possible reasons got a score less than 
3. However, the reasons "Hong Kong stock market is being manipulated by major 
players" and "stockbrokers' services are poor" scored 4.07 and 3.18 respectively. This 
indicates that respondents' reasons of not buying Hong Kong listed securities may be 
their lack of confidence of the fair play of the Hong Kong stock market and their 
dissatisfaction of the brokers' services. 
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Female is more likely than male of not buying stock because of the fact that 
they have no interest about it. Also, it is more likely for female not to buy stock 
because broker's commission is too high. For those who have more household income 
available for saving, it is less likely that they do not buy stock because they have no 
interest about it or consider that Hong Kong stock is too risky. 
Computer Usage 
More than 85 percent of the respondents stated that they used computer for ten 
hours or more per week in the past twelve months. The primary uses of computer 
were for employment, entertainment, business research or educational purposes. Only 
23.7 percent of them used computer for managing personal finance and 15.8 percent 
of them for investment purpose. Also, only 5.3 percent of the respondents stated that 
they had used computer for shopping. 
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Internet and Web Usage 
A question (Q.32) was asked for all the respondents to state their agreement 
(5)/disagreement (1) on a five point scale about the reasons of never been accessed to 
Web. “I have no time to play with it" scored the highest of 3.86. Then it was “I don't 
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have the necessary hardware/software" (3.5). The rest of the reasons scored around 3 
while the reason “I have no interest about it" scored the least of2.29. 
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The demographics of those Web users are resembled to that of the respondents 
except that those respondents whose occupation are either "telecommunication" or 
"information technology" are more likely to have accessed to Web. 
Around 24.1 percent of the Web users had been on Web for less than six 
months. Only 3.4 percent had more than three years ofWeb experience. Most of the 
respondents are new to Web. Only one of them subscribed to Web site (the 
Economist) which requires payment. 
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Around 58.6 percent of them spent less than fours hours a week on Web. Only 
17.2 percent of them spent more than ten hours. None spent more than twenty hours 
per week� 
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More respondents access to Web at home than in their office. Hong Kong 
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The primary uses ofWeb are entertainment (50 percent). Only 10.5 percent 
and 2.6 percent used Web for investment and shopping respectively. In the past 
twelve months, around 80 percent of the Web users accessed Web either to look for 
online newspaper or financial information. Only 3.6 percent of the users buy or sell 
listed securities or other financial instruments on the Web. However, 51.7 percent of 
them stated that they had accessed Web for information about listed companies. There 
are 24.1 percent of the Web users indicated that they had used Web to apply for 
financial products or services. For those 20.7 percent users who went for shopping on 
Web, all of them had done so less often than once a month. 
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The Web users indicated that they found about Web sites mostly by Intemet 
searching engines (55.3 percent), magazines or newspapers (52.6 percent) or 
following URLs from other Web pages (44.7 percent). 
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Data Privacy, Censorship & Security of Transaction 
About 58.6 percent of the Web users have registered with a Web site by 
providing personal information. Around 41.2 percent of these Web users stated that 
they had never falsified information when they were asked to provide their personal 
information for registration. Almost 23.6 percent of them indicated that they had 
falsified personal information as high as 75 percent or more of the time. 
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Only 13.8 percent of the Web users stated that they considered "privacy" as 
the single most critical issue facing the Internet. Same number of Web users 
considered "Finding things/navigating around" is the problem. Most of them (51.7 
percent) considered that "Security" is instead the most critical issue. Only 3.4 percent 
of the Web users stated that "Censorship" is the most critical issue. 
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A question (Q.29) was asked for all the Web users to state their agreement 
(5)/disagreement (1) on a five-point scale about providing personal bank account or 
credit card information through the Web. Security is a primary reason for not buying 
on the Web (average 4.12). Providing this kind of information through the Web is 
considered riskier than providing it over the phone to an offline vendor (2.75) and 
riskier than faxing it to an offline vendor (2.68). The respondents disagreed that it 
would not matter much if the dollar amount of transaction is considered lower (2.18)， 
if the services are ofhigher quality (2.57) nor if the Web vendor is well known and 
reliable (2.68). 
To solve the security problem, some have suggested the use of reliable third 
parties for online securities trading. A question (Q.30) was asked for the Web users to 
state their acceptance [very unlikely (5)/very likely (1) on a five-point scale] of 
several third parties. The SEHK scored the highest acceptance (1.93) as the third 
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party. Then it was a bank (2.10) and the HKSCC (2.34). Most ofthe other alternatives 
scored around 3.0 except that an unknown stockbroker scored as low as 4.62. 
Another question (Q.31) was asked for the Web users to state their likelihood 
very unlikely (5)/very likely (1) on a five-point scale] to actually purchase stock 
when their most preferred third party is involved. The average score is 2.69. 
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Attitude of Online Securities Trading 
A question (Q.33) was asked for all the respondents to state their agreement 
(5)/disagreement (1) on a five-point scale about their expectation of the quality of 
services of online stockbrokers. Most of the items scored above 3.0 indicating that the 
respondents expected the quality of services to be good. In particular, they expected 
that they can place order to the online broker easily (4.03) and the online broker 
would provide them with timely information (4.00). However, the respondents did not 
expect that the online broker would provide them with personal advice (2.86). 
The scores of each item are as follows in descending order: 
• I can place order to him easily 4.03 
• He will provide me with timely information 4.00 
• The information he provides will be easy to understand 3.76 
• He will provide me with reliable information 3.75 
• I can make payment or receive money easily 3.75 
• He will prepare good trading records for me 3.72 
• The commission will be reasonable 3.66 
• He will keep my stock in his custody properly 3.40 
• He will collect/deliver my stock properly 3.34 
• He will provide credit facilities as I request 3.15 
• He will trade stock at the best price for me 3.00 
• He will give me personal advice 2.86 
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CHAPTERV 
LIMITATIONS OF THE STUDY 
In carrying out the study, the following considerations were taken into 
account. 
Non-Response Bias 
The cause of non-response was reftisaL A particular sampling unit might 
refuse to participate in the survey. Those students who seldom trade Hong Kong listed 
securities or who are not familiar with Intemet might be less enthusiastic to participate 
into the survey. 
Response Bias 
Length of Questionnaire 
The questionnaire is quite long and includes many items that the respondents 
had to think about before answering. Some of the questions are difficult because they 
require the respondents to make choices in five rating scales. The “what if’ questions 
are particularly difficult. Around ten to twenty minutes had to be spent to complete 
the questionnaire. Respondents who became bored might recklessly give incorrect 
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answers and make the reliability of the answers to questions in later part of the 
questionnaire in doubt. However, this problem is not evidenced by a lot of answers in 
"No Opinion". 
Unconscious Misrepresentation 
Unconscious misrepresentation was possible too, especially in answering the 
questions in rating scale. They might answer without giving careful thoughts. For 
those "what if，questions, the information they provided might not fully represent 
their actual behaviour. Given the complication of the questionnaire, personal contact 
number of the author was provided so that the respondents could ask for clarification 
and had better understanding of the questions. However, this cannot eliminate the 
respondents' own interpretation entirely. Also, the respondents may be biased by the 
author's own view. 
Restricted Information Set of Respondents 
The usage ofIntemet and the technology involved have been developing very 
fast. However, respondents might not be aware of online security trading and its 
particular features. As the information set of the respondents is quite restrictive, the 
69 
survey method may not be so powerful to gauge the acceptance of online securities 
trading via Intemet and World Wide Web. 
Sample Selection Bias 
Sample Frame Error 
The target population of the Study is the individuals ofHong Kong's general 
public. This sample frame did not include all members in the target population and it 
would result in sample frame error that is unavoidable. 
Language Used in Questionnaire 
The questionnaire was designed in English and was presented to the 
respondents in English. However, nearly all of the respondents' mother language is 




COMPARISON OF STUDIES 
Hong Kong Internet User Survey 1996 
To enhance the public understanding of the development ofIntemet usage in 
Hong Kong, Survey Research Hong Kong and Asia On-line jointly conducted the first 
on-line user profile survey of the Internet community in Hong Kong during January 
and February 1996. Totally 1,246 Hong Kong Internet users have participated in this 
pioneering survey during the two months' period. According to the Hong Kong 
Internet User Survey 1996，the consumer profile of the Internet users is as follows: 
Internet users are biased towards male (92 percent), aged between 20 to 29-
year old (46 percent), and being senior managers (14 percent). They have a much 
higher median personal income (HK$18,400) and household income (HK$36,900) 
than the Hong Kong population at large who havejust about half the amount. 
Moreover, 30 percent of the Internet users have a household income over HK$50,000. 
All of these are resembled to the demographics of the respondents of this study. 
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Over half of the users (57 percent) have logged on to the Intemet for less than 
six months. Nevertheless, they are mostly very active users, 50 percent of them are 
spending over an hours on Intemet each day. Some 7 percent would spend over three 
hours. On the contrary, the respondents of this study are more experienced on Web, 
but less active in its usage. 
Printed media like newspaper and magazines are found the most usual 
information source for Intemet users first getting to know about Intemet (53 percent) 
and their existing Intemet service providers used (55 percent). Similarly, the 
respondents of this study used printed media to get to know a Web site (52.6 percent). 
Cross advertising on printed media could be quite an effective strategy for Web site 
hosts to promote their site addresses and online services. 
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GVU，s 6*h WWW User Survey 
The Graphic, Visualization, & Usability Center's (GVU) 6^ WWW User 
Survey was run from October through Novemberl996. The World Wide Web 
Consortium that exists to develop common standards for the evolution of the Web 
endorsed the survey. Over 59,400 unique response was collected from over 15,000 
unique respondents, making it the second largest of GVU's Survey to date. Questions 
were asked on the following areas: 
Basic Sections: 
• General Demographics 
• Web and Intemet Usage 
• Data Privacy, Censorship, etc. 
• Politics 
Consumer Sections: 
• Security ofTransactions 
• Information Gathering Behaviour 
• Opinions ofVendors 
Special Sections: 
• Webmastering 
• HTML Authoring, Java, etc. 
• Web/Intemet Service Providers 
All results are available online at no charge. Some interesting findings are 
listed below for comparison purpose. 
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General Demographics 
The average age of users is 34.9 years old. Average age has been slowly but 
steadily increasing since the Fourth survey (Fourth: 32.7 years, Fifth: 33.0 years). 
Also, women are on average slightly younger than men. 
The gender ratio is nearly identical to the Fifth Survey, with 31.4 percent 
female and 68.6 percent male. Female users were growing very fast as the First 
Survey conducted in January 1994 recorded that 95 percent of the users were male. 
More than two-third of the respondents was not willing to pay fees for 
accessing Web materials. 
The general demographics are similar to those of the respondents of this study. 
WWW Usage & Preferences 
The majority of respondents report that they primarily access the Web from home 
(63.6 percent). The percentage of respondents who uses Web for the respective 
number ofhours per week is as follows: 
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• Over twenty hours: 20.05 percent 
• ten to twenty hours: 30.01 percent 
• seven to nine hours: 17 percent 
• four to six hours: 17.76 percent 
• Less than four hours: 15• 18 percent 
More percentage of the respondents of this study accesses Web in their office. 
However, they are less active Web users as compared to GVU's survey. 
Primary purposes of usage are (users were allowed to mark more than one 
answer): 
• Simply browsing: 77.08 percent 
• Entertainment: 63.79 percent 
• Education: 53.29 percent 
• Work: 50.9 percent 
• Business research: 44.61 percent 
• Shopping: 18.83 percent (This represents a moderate and steady growth as 
it was 11.1 percent in the Fourth Survey and 14.91 percent in the Fifth 
Survey). 
The proportion of different Web usage purpose of the respondents of this study 
is similar. However, each of them seems to have less diversification on the purpose of 
use. Also, nearly none of them used Web for shopping. 
Just over a third of respondents (33.89 percent) reported that they never use 
the Web to find economic information. More females than males reported never 
having used the Web for economic information (42.98 percent female v 29.82 percent 
male). 
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The primary method people find out about other sites is as follows: 
• Search engines: 87.71 percent 
• Other Web pages: 86.92 percent 
• Printed media: 67.95 percent 
• Friends: 56.66 percent 
• TV: 35.54 percent 
• Usenet Newsgroups: 34.25 percent 
This study shows similar results. However, each of the respondents seems to 
use fewer alternatives to search Web sites. 
The younger generation is more likely to find out about other pages from 
friends, while the older generation make more use of printed media. 
The single most critical issue facing the Intemet is ranked in percentage as 
follows: 
• Censorship: 3 5.9 percent 
• Privacy: 26.2 percent 
• Navigation: 14.1 percent 
This study shows that the respondents' concem is more on security than 
privacy. Also, censorship seems not to be their major concem. 
76 
Among women, privacy out ranked censorship as the most important issue. 
Younger people were far more concerned with censorship than older users. 
Conversely, older people were more concerned with navigation. 
Concerning the dominance ofEnglish language on the Web, 59.2 percent of 
the respondents said it was more helpful than harmful. This is approximate to the 
result of this study. 
Data Privacy 
About 63.1 percent of the respondents said they had never provided false 
information to register a site. Of those who have provided false information, most 
(66.5 percent) do so infrequently (less than 25 percent of the time). Only 33.5 percent 
provide false information frequently (more than 25 percent of the time). This study 
shows the respondents are having more tendencies towards falsifying personal 
information. 
Security 
A question was asked for users to state their agreement (5)/disagreement (1) 
on a five-point scale about providing credit card information through the Web. 
Overall the trend is towards increased trust in the Web for transactions, though 
security concerns are a primary reason for not buying on the Web (average 3.39). This 
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sentiment has decreased slightly over the past year, where in the Fourth Survey the 
average was 3.56. The security concems bother women more than men (3.76 women 
V 3.17 men). Providing credit card information through the Web is considered riskier 
than giving over the phone (3.36), riskier than giving to an unknown store (3.06), and 
riskier than faxing to an offline vendor (2.95). The result of this study indicates the 
respondents' more concem on security than the GVU's respondents. 
Find/SVP，s “The American Home Financial Services Survey” 
The American Home Financial Services Survey is a multi-client research 
designed to identified key consumer behaviours and trends in computerisation of 
home finances, including use of interactive financial services via the Internet and 
Commercial Online Services. The survey was co-developed by the Emerging 
Technologies Research Group ofFIND/SVP and Jupiter Communications. 
The survey was based on three phases of research completed in September 
1996: 
1. Consumer focus groups in major U.S. cities. 
2. A preliminary screener from FIND/SVP's American Internet User Survey. 
3. The American Home Financial Services Detailed Telephone Survey. 
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According to the survey, many consumers are working to gain better control of 
their personal/household finances. Primary needs include: 
1. Better record keeping in all financial categories. 
2. Faster, more personalised access to relevant investment information. 
(Traditional brokers are not perceived as "customer friendly", especially to 
novice investors. Electronic services are widely perceived as timely and 
increasingly personalised). 
3. Simpler ways to comparison shopping for financial services, especially for 
insurance. (Electronic services expand consumer choices and Intemet 
services offer perceived benefits in these areas). 
4. Improvements in customer service. 
Around 55 percent ofhouseholds use their PC at home to help manage 
personal finances, up from 45 percent in 1995. However, this study shows 23.7 
percent only. 
Home finances now rank third in home PC popularity behind only games and 
children's educational activities. Specific home PC applications are as follows: 
• Gather investment information: 23 percent 
• Online stock quotes: 12 percent 
• Trade stock online: 2 percent 
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The survey found very dramatic growth in home use of the Intemet in the last 
twelve months, 14.7 percent ofU.S. households, up from 6 percent last year, i.e., 145 
percent increase. 
About 41 percent of current households are interested in using bundled 
electronic financial services ("EFS"). Three out of four households surveyed were 
willing to pay an average of approximately US$10/month for bundled EFS. 
Remarkably, 21 percent ofPC households ranked the TV ahead of the PC as their 
preferred platform for accessing EFS. 
Survey and focus group participants strongly indicated that they were more 
worried about their personal financial information being waylaid than falling victim to 
actual fraud online. Nearly half ofPC owners feel online privacy issues are a big 
concern, although 34 percent say these issues are overblown. About 48 percent of 
current PC owners believe the Intemet will never be secure enough to trust for EFS, 
an opinion shared even by one-third of current online bankers! Despite privacy and 
security questions, one out of five PC owners stated intentions to begin using online 
banking in the next twelve months. 
At present, out of every ten stock investors, only less than one has ever used 
online stock dealing services. However, according to Forrester Research, 26 percent 
of their respondents indicated that they are very likely or somewhat likely to trade 
stock online in the coming twelve months. 
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IntelliQuest Information Group 
According to a recent survey ofIntemet users in the U.S. for the fourth quarter 
of 1996 conducted by IntelliQuest Information Group: 
1. The number of adult Internet users (age sixteen or above) was 47 million, 
representing an increase of 34 percent as from the first quarter of 1996. 
2. The number of Internet users who spent twenty hours or more weekly on 
Internet was only 4.25 million, i.e. 9 percent of the total Internet 
population. 
3. The location where they access to Internet were: 
• Home: 22.30 million 
• Office: 13.30million 
• School: 6.80 million 
4. Around 12 percent of the users said they had purchased goods or services 
in the Internet during the last month that is higher in proportion than the 
results of this study. 
5. The age group of 25 to 34 represented 30 percent of the total Internet 




To boost local participation in stock market should be a major concem of 
small and medium size brokerage firms. On one hand, they are seriously competing 
with each other in such a niche individual market. On the other hand, multinational 
brokerage houses and their powerful electronic trading systems may eventually 
eliminate them. Intemet could be a breakthrough of their survival problem. 
Market Segmentation 
Market segmentation identifies and analyses the alternative customer groups 
for targeting by an organisation. The results of this study and similar surveys in Hong 
Kong and in other parts of the world indicated that Web users are bearing similar 
demographics of stock investors. The exception is that Web users are in general 
younger than stock investors. Other than that, the Web users are also well educated 
group of people, occupying senior position in their occupation and having higher than 
average discretionary household income. They demand for quality of services, full 
access to information and control over their own affairs. Hong Kong Web citizen is 
I 
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comparatively more sensitive to security issues arising from online commercial 
transactions. As Hong Kong is traditionally a close follower of the Westem practice, it 
is anticipated that Hong Kong people will be more accustomed to the use ofIntemet 
as an investment vehicle. Web citizen could be a promising target group of customers 
for smaller brokerage firms. 
Market Positioning and Strategy 
Market positioning is the combination of the 4 Ps, i.e., product (or service), 
place (channel of distribution), price, and promotion strategies selected by 
management to position the firm against its key competitors in meeting the needs of 
the market target. 
Product/Service 
Since Web citizens are empowered the full access and control of information, 
the role of traditional stockbrokers who provide full range of services may have to 
change. A key feature to attract Web citizen to employ Internet as stock trading 
vehicle is that they can buy and sell stock via a Web site without the interference of 
stockbrokers. They have full right to decide i fa broker's advice and service are 
required. Therefore, the product or service of stockbroker to be offered in the Internet 
could be an efficient electronic trading system which enables the visitors to input their 
t 
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buy and sell orders, to obtain trading records and to manage their investment 
portfolio. In addition, the stockbroker could provide market and stock information, 
professional advice and analysis, etc in their Web pages for the visitors' reference. 
Price 
Based on the experience in the U.S., the stockbroker could charge a very 
competitive and basic commission rate per trading order in admitting the electronic 
orders generated by the visitors. For orders other than market orders, e.g., stop orders, 
orders for stock listed outside the local exchange, the broker would be legitimate to 
charge a relatively higher commission rate. 
Besides, membership subscription fee could be charged for providing the 
above trade related information, advice and research findings. However, it should be 
noted that Hong Kong people are declined to pay sites. Therefore, subscription fee 
may not be a meaningful source of revenue in the early stage of the product life cycle. 
Given the change of trade practice and increasing reliance on Web, pay sites could be 
a viable business in the coming future. 
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Place 
From a technical point of view, the whole stock dealing, clearing and payment 
transactions could be completed electronically in the Web site of an on-line 
stockbroker. However, various studies, including this study showed that people are 
still very sceptical to the security ofIntemet commercial transaction. Before a secured 
public transaction system is in place (to be discussed in the coming sections), 
Webbrokers may have to allow their members to pay in traditional ways. However, 
the Web sites could be a very attractive platform for individual investors as they are 
able to have full access and control of the information and trading transactions. 
Promotion 
The first step oflaunching Internet securities trading services to the public is 
to design, set up and maintain a Web site. The Web site should be carefully designed 
and managed to ensure that it satisfies the needs of Web users. 
In general, there are four steps to successful selling. These are: 
1. Attracting the customers' attention. 
2. Presenting the product or service's benefits to the customers. 
3. Show that the product or service meets a genuine need or desire of the 
customers. 
4. Closing the sale to the satisfaction ofboth the buyer and seller. 
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Although the Intemet offers a new way to reach customers, these basic selling 
principles still apply and can be used to guide Web site hosts and developers so that 
they can create more successful sites� 
Attracting the Customers，Attention 
Conventional advertising is largely opportunistic. Unique to the Intemet is the 
control that users have over what passes before their eyes. They have the power to 
choose to visit a Web site, and once there, to decide which features of the site are 
worth viewing. This means that promoters need to inform, entertain and challenge 
potential buyers so that their charismatic sites draw visitors through enthusiastic 
word-of-mouth promotion. 
According to the findings of this study, Web users frequently use printed 
material, search engines and other Web pages to find a particular Web site. Also, 
individual investors rely very much on stock related information provided in printed 
materials. Therefore, an effective way to attract customers' attention is to advertise the 
existence by advertising the Web site and its URL address in printed material such as 
newspapers and magazines. Commerce and economic oriented newspapers and 
magazines such as Hong Kong Economic Journal, Hong Kong Economic Times, 
Asian Wall Street Journal, etc. are more suitable for this purpose. 
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Another alternative is to list directly in many of the prominent search engines. 
Visitors use them like sophisticated telephone directories to search and explore the 
Web sites for the products and services they want. 
Finally, the Web site could be posted as banner advertisement in other related 
Web sites, such as Web sites of those stock information service providers to facilitate 
the targeted Web users to reach the Web site. 
Presenting the Product or Servicers Benefits to the Customers. 
Once potential customers are drawn to the site, they are encouraged to stay 
with a welcoming message, an attractive use of colour and visual and a layout that is 
logical and easy to follow. This means that vendors need to identify with their 
customers' interests and priorities and address these directly. Some of the guesswork 
about which product or service a business should promote can be removed by asking 
customers for their comments and product suggestions. Vendors can include 
questionnaires in their sites and also gather comments from visitors' e-mail. This 
anonymous source of feedback would be very difficult and costly to acquire using 
regular market research methods, but is relatively easy to organise with Intemet 
technology. 
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Show that the Product or Service Meets a Genuine Need or Desire of the 
Customers. 
Customers are encouraged to buy when they are convinced that a product or 
service is really what they want or need. A site should be designed so that it is easy 
for visitors to gain all the information they want. To achieve this, promoters need to 
present their products so that their usefulness is obvious. The Intemet is ideally suited 
to this because by its nature it empowers potential customers to view descriptions of 
products and services at their leisure. Hyperlinks, the highlighted words which allow 
visitors to jump or connect to other sections of the site, enable customers to access as 
much or as little information as they wish. Frequent updates of market and stock 
information, value added information and discussion forum offering advice, etc. 
would ensure that the Web site provides real benefits to the visitors. 
Closing the Sale to the Satisfaction of Both the Buyer and Seller. 
This survey shows that most of our respondents are unwilling to make 
purchases from Web sites simply due to a lack of security. This issue is relevant when 
deciding how to close a sale or accept a deposit. One alternative is to give customers a 
choice to pay by cheque. Payment options should be clearly explained and it is best to 




As reviewed by the SEHK and SFC'sjoint survey, the low participation rate 
of local population is due to their lack of knowledge of stock trading and confidence 
in the regulatory framework of the local stock market. To encourage local 
participation, the SEHK and SFC should carry out more massive and effective 
educational programme to the public. 
Internet could be an efficient platform for investor education that involves 
information rich programme. The SEHK and SFC should assume the primary 
responsibility to enhance public's interest and knowledge about the securities market 
and products in Hong Kong and to boost their confidence in the regulatory structure. 
Internet can be used as a cost effective media to provide educational information and 
training tool to the public which is not restricted by office hours or location. Text 
accompanied with interesting audio, visual and graphic features could be very 
attractive to the general public. Although stock trading could be a very technical 
matter, the Internet has proved to be a forum which facilitates discussion and sharing 
of experience. Also, relevant market and stock information and tools for portfolio 
management, stock analysis, forecasting, etc, could be provided to the public. Finally 
89 
discussion group for individual investors could be organised in the Internet for SEHK 
and SFC to establish a communication channel and to ascertain investors' views. 
Individual Investors' Access to Online Stock Dealing and Clearing System 
To allow individuals to access directly to the stock trading and clearing 
systems has two folded meanings. First, it will eliminate the traditional brokerage 
commission and thus reduce the transaction cost of stock trading significantly. More 
importantly, it will reduce the agency cost ofbeing manipulated by corporate 
investors and brokers. At present, the securities trading and clearing systems AOMES 
and CCASS are restricted to the intermediaries. Individual investors are not able to 
access to AOMES nor CCASS. They have no choice but to employ licensed brokers 
even though the individual may not necessarily require their full services. Transaction 
and agency costs are inevitably increased. As indicated by the respondents, the major 
reasons of not buying listed securities are that major players manipulate the market 
and the brokers' services are poor. Therefore, a way to encourage individual 
participation to security market is to allow their direct involvement in the trading 
system and to reduce the transaction cost and agency cost involved. 
In the United Kingdom and Ireland, it is now possible for investors to hold and 
transfer securities in electronic form by using the system called CREST. Participants 
in CREST are the legal owners of the securities held in CREST and their names 
appear on company registers, although no certificates are issued for these holdings. 
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Transfers are effected by entering instructions in CREST that generates electronic 
instructions for registrars to make the transfer on the register. 
The seller of securities receives "payment" at the moment of settlement in 
CREST, simultaneously with the transfer of the securities. Payment is in the form of 
an assured payment - an irrevocable, unconditional obligation to pay on the part of 
one of the CREST payment banks. At the moment of settlement - when the securities 
move out of the seller's CREST account - the buyer's obligation to pay the seller 
discharged and instead the buyer's bank is obliged to pay the seller's bank. 
By mid-February 1997，over 1,700 securities had been admitted to CREST for 
settlement. CREST was settling some sixty thousand transactions per day. The value 
of cash moved each day was over seven billion pound. 
Registrars perform a key function in CREST, as they register the transfer 
generated by CREST to effect the change in legal ownership of the securities. The 
shortest interval between settlement in CREST and registration has been two minutes. 
The average time to date is eighty minutes. 
CREST could be a reference for the SEHK and HKSCC to consider allowing 
individual investors to AOMES and CCASS. 
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Security of Online Trading 
This study suggested the use of reliable third parties for online stock purchase. 
Instead of dealing separately with each stockbroker, the buyer would set up an 
account with a central company (the issuer) and be assigned with an account number. 
When making a purchase from any participating stockbroker, the buyer would provide 
the account number to the stockbroker�In tum, the stockbroker would get approval 
from the issuer, and execute the orders of the buyer. The respondents indicated that 
they prefer the SEHK, a bank or the HKSCC to act as the issuer and that they would 
be more likely to purchase stock online if their most preferred entity is involved. In 
this connection, the SEHK and HKSCC may employ similar arrangement of CREST 
and appoint some reputable banks to participate in the receipt and payment system. 
This would definitely help to resolve the security concem ofIntemet securities 
trading. 
Investor Information and Corporate Governance 
Listed companies should also play a key role in enhancing local participation 
as the disclosure of most of the market and stock information relies on their co-
operation. Listed companies should consider setting up their Web pages, not merely 
for advertising brochure, but also to enhance the release of corporate information to 
the public. For those individuals who put substantial portion of their wealth in a 
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particular listed company's shares, they will be keen to visit the company's Web site 
for information. Therefore the Web page could be a very focused channel to reach a 
company's public investors. 
The improvement in the release of investor information and corporate 
governance has proved to be effective in raising a company's Py^ ratio and its 
attractiveness in future fund raising exercise. 
On the other hand, a Web site could be used as an effective and efficient 
medium for IPO and further ftmd raising activities. 
Directions for Future Studies 
Due to limited resources available to the author, the sample frame is restricted 
to the Chinese University ofHong Kong 3-Year MBA Programme students. The 
author hopes that there will be surveys on the same topic for the general public in 
Hong Kong in the short coming future. It is expected that a clearer picture of the 
consumer behaviour of online securities trading could be obtained. 
Another problem of this study is that there is very limited experience of online 
stock trading or Internet shopping in Hong Kong. The respondents found it very 
difficult to indicate their comment on those questions concerning online securities 
93 
trading. Future studies may confine the sample frame to those active and experienced 
Intemet users who may probably give more definite and reliable response. 
For future studies, one of the interesting topics is to understand more about the 
substitutes of listed securities as investment vehicle of individual investors. As 
indicated in the results of this study, there are limited number of substitutes and 
individuals tend to put most of their saving in local currency bank deposits. This has 
been regarded as not a very effective investment as price inflation rate has been 
exceeding any bank interest rate for years. It would be helpful to know how 
individuals would shift from one of the substitutes to another. 
In particular, unit trust and mutual fund are close substitutes oflisted 
securities. They are in fact an indirect way to invest in listed securities. Some of these 
funds may compose primarily ofHong Kong listed securities. The funds themselves 
may be listed in Hong Kong Stock Exchange. The consumer behaviour in respect of 
these investment vehicles should have significant implication on stock purchasing 
behaviour. 
In addition, Intemet is posing serious challenge to the regulatory bodies, 
including the SFC and the Hong Kong Inland Revenue Department. The regulatory 




Intemet securities trading is not simply the use of a new electronic medium for 
stock transaction. It is a completely different marketing concept and involves new 
rules of game. The findings of this study indicate that Web citizen is a very promising 
target group of customers ofHong Kong stock market. The Intemet, if properly used, 
would be an effective and efficient platform to foster the participation of local 
population in Hong Kong stock market. 
Facing the era of electronic commerce, smaller stockbrokers would either be 
eliminated or be more competitive if they could properly position themselves in the 
Intemet. The traditional role of full service stockbrokers may have to change 
fundamentally by offering their Web site as a cost effective channel for stock trading 
and provision of information service. 
Off-broker Intemet securities trading would eliminate all brokerage 
commission. However, it would be possible only if the SEHK and HKSCC allow 
individuals to have full access to their electronic stock trading and clearing systems. 
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In any case, the SEHK and the SFC should make use ofIntemet to provide more 
market and trade related information to the public and as a forum to exchange opinion 
with individual investors. This would help to improve their knowledge and confidence 
on the local stock market. 
On the other hand, it is possible for listed companies to improve the 
effectiveness of their Initial Public Offerings and other fund raising exercises by 
employing Internet in a proper manner�In addition, the despatch of investor 
information and corporate governance could be enhanced. 
The security concerns ofIntemet commerce are perceived more than real. As 
the general public gets used to Internet trading, this kind of reservation would be 
reduced. Given the rapid advancement of technology, electronic commerce could be 
more reliable than any other modes of transaction. 
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APPENDICES 
THE HOME PAGE OF THE STOCK EXCHANGE OF HONG KONG 
(http://202.84.254.2/pub/wayfor/way412.htm#7). 
The site provides the following pages: 
Hong Kong 
Economy 
Hong Kong Investment Environment 
Finance Industry 




The Strategic Plan 
Corporate Structure 
List of Council Members/Committee Members/Senior Executives 
Sources of Income 
China Dimension 













Traded Options at the SEHK 
Market Structure 




The Exchange Statistics 
Market Statistics 
Listed Companies Statistics 
Indices Statistics 




The Way Forward 




List ofRelevant Organisations with Relation to Finance 
List of Share and Trust Registrars 
General Information about the Exchange 
APPENDIX 4 
INTERNET TRADING BROKERAGES IN THE UNITED STATES 
American Express Financial Direct 
http://www.americanexpress.com/direct/index_b.html 
Offer online investing services and financial planning tools. 
Also provide services catalogue of mutual funds, money market funds and annuities. 
DATEK 
http://www.datek.com^ody.html 
Automated order execution and trading system for N A S D A Q T M stock for US$9.99 
per execution directly over the Web. 
Provide real time NASDAQ quotes free of charge. 
Minimum deposit ofUS$2,000. 
Accept cash or margin account. However, they prefer check payment. 
e.Schwab online investing 
http://www.eschwab.comy' 
Offer online investing services. 
Pay US$29.95 for stock trades up to 1,000 shares and US$0.03 a share for trades over 
1,000 shares. 
Require minimum deposit ofUS$5,000. 
E*Trade 
http:///www.etrade.com 
Offer Intemet trading. 
Lombard Institutional Brokerage 
http://www. lombard.com 
Offers Intemet trading. Free 20-minute delayed stock quotes and stock graphs. 
PAWWS 
http:///pawws.secapl.com 
Financial Network. Intemet trading through three brokerages. 
APPENDIX 4 
INTERNET FINANCIAL INFORMATION SERVICE PROVIDERS 
ABC NET 
http://www.hk.abc.net/cgi-bin/stock/ 
Provide Hong Kong stocks quotes, Hang Seng Index, more than 1,700 stocks 








Provides the market and individual stock movement and charts. 
Money and Investing Home Page 
http://users.aol.com/meadowscd/monry.htm 
Provides price quotes for stocks and mutual funds, quote on all US indices, charts for 
stocks and mutual funds, online publications and services, etc. 
Wall Street Journal 
http://www.wsj .com 









17 March, 1997 
Dear Classmate, 
Survey on Trading of Hong Kong Listed Securities in Internet for Individual 
Investors in Hong Kong - A Study on Consumer Behaviours 
I would like to seek your assistance in my research into the captioned topic. 
This research is a partial fulfilment of the requirements for the MBA degree course. 
Other than that, the research has its significance in identifying the individual 
investors' attitude towards online investment through the Intemet. Thus the Hong 
Kong Stock Exchange, listed companies, stockbrokers and fund managers in Hong 
Kong can improve their services accordingly and mutual benefits can be obtained by 
the above parties. 
In order to make this research meaningful, I need to collect information for analysis 
and you are the person selected for this study. I would be most grateful if you could 
kindly spare around 10 minutes to complete and retum the attached questionnaire. 
You are not required to state your identity in the questionnaire. All information given 
will be kept STRICTLY CONFIDENTIAL. Please retum the completed questionnaire 
to the CU Town Centre before 31 March, 1997. 





Q. 1 What is your sex? 
0 Female 
0 Male 
Q.2 What is your age? 
0 Under 25 
0 25 - 29 
0 30 - 34 
0 3 5 - 3 9 
0 40 or above 




Q.4 Please check the one that best describes your current occupation. 
0 Bank, insurance, investment, and other fmancial services 
0 Other service industries 
0 Manufacturing 





0 Information technology 




Q.5 How many years have you been in managerial level? 
0 Never 
0 Less than 1 year 
0 1 to 3 years 
0 4 to 6 years 
0 more than 6 years 
Q,6 Please indicate your current household monthly income available for saving. 
0 Under HK$10,000 




0 Over HK$49,999 
Q.7 What percentage of your saving is being invested in the following instruments? 
Less than More than 
None 25% 26-50% 51-75% 75% 
Bank deposit - local currency ( ) ( ) ( ) ( ) ( ) 
Bank deposit - foreign currencies ( ) ( ) ( ) ( ) ( ) 
Hong Kong listed securities ( ) ( ) ( ) ( ) ( ) 
Overseas listed securities ( ) ( ) ( ) ( ) ( ) 
Unit trusts, investment funds, etc ( ) ( ) ( ) ( ) ( ) 
Insurance, pension scheme, etc ( ) ( ) ( ) ( ) ( ) 
Real estate properties ( ) ( ) ( ) ( ) ( ) 
Others ( ) ( ) ( ) ( ) ( ) 
Q.8 How often have you been buying and/or selling Hong Kong listed securities in the past 6 months? 
0 Never (please skip to Q.12) 
0 Less than 10 times 
0 11 to 20 times 
0 21 to 30 times 
0 more than 30 times 
Q.9 How did you know your present major stock broker? 
0 He approached me 
0 Printed advertisement 




Q.10 During the past six months, how often have you used the following information sources to help 
you in your stock purchasing/selling decisions? 
More than 2-4 Once a Less often Hardly 
once a times a month than once ever 
week month a month 
Broker's advice ( ) ( ) ( ) ( ) ( ) 
Non-commercial Internet or WWW Sites ( ) ( ) ( ) ( ) ( ) 
Commercial WWW Sites ( ) ( ) ( ) ( ) ( ) 
Telephone Services ( ) ( ) ( ) ( ) ( ) 
Articles or Reviews in Newspapers/ Magazines ( ) ( ) ( ) ( ) ( ) 
Direct Mail Brochures/Advertising ( ) ( ) ( ) ( ) ( ) 
Q. 11 The services provided by your major stock broker is good in the sense that: 
Agree Agree Disagree Disagree No 
Strongly Somewhat Neutral Somewhat Strongly Opinion 
He provides me with timely information ( ) ( ) ( ) ( ) ( ) ( ) 
He provides me with reliable information ( ) ( ) ( ) ( ) ( ) ( ) 
The information he provides is easy to 
understand ( ) ( ) ( ) ( ) ( ) ( ) 
He gives me personal advice ( ) ( ) ( ) ( ) ( ) ( ) 
He trades stock at the best price for me ( ) ( ) ( ) ( ) ( ) ( ) 
He prepares good trading records for me ( ) ( ) ( ) ( ) ( ) ( ) 
He provides credit facilities as I request ( ) ( ) ( ) ( ) ( ) ( ) 
His brokerage commission is reasonable ( ) ( ) ( ) ( ) ( ) ( ) 
He keeps my stock in his custody properly ( ) ( ) ( ) ( ) ( ) ( ) 
He collects/delivers my stock properly ( ) ( ) ( ) ( ) ( ) ( ) 
I can place order to him easily ( ) ( ) ( ) ( ) ( ) ( ) 
I can make payment or receive money easily ( ) ( ) ( ) ( ) ( ) ( ) 
(Please skip to Q.13) 
Q.12 I did not buy any Hong Kong listed securities in the past 6 months because? 
Agree Agree Disagree Disagree No 
Strongly Somewhat Neutral Somewhat Strongly Opinion 
Ihave neverthinkaboutit ( ) ( ) ( ) ( ) ( ) ( ) 
Ihavenointerestaboutit ( ) ( ) ( ) ( ) ( ) ( ) 
I don't know how to buy ( ) ( ) ( ) ( ) ( ) ( ) 
Hong Kong stock is too risky ( ) ( ) ( ) ( ) ( ) ( ) 
Broker's commission is too high ( ) ( ) ( ) ( ) ( ) ( ) 
HK Stock Exchange's levy is too high ( ) ( ) ( ) ( ) ( ) ( ) 
Investment retum is not satisfactory ( ) ( ) ( ) ( ) ( ) ( ) 
Information about the stock I want to ( ) ( ) ( ) ( ) ( ) ( ) 
buy is either not available or reliable 
Hong Kong stock market is being ( ) ( ) ( ) ( ) ( ) ( ) 
manipulated by major players 
Stock brokers' services are poor ( ) ( ) ( ) ( ) ( ) ( ) 
Q.13 Are you able to access to a computer either at your workplace, at home or elsewhere? 
0 Yes 
0 No (please skip to Q.32) 
Q.14 On average, how many hours a week do you use computer? 
0 0 to 1 hour/week 
0 2 to 4 hours/week 
0 4 to 6 hours/week 
0 7 to 9 hours/week 
0 10 to 20 hours/week 
0 More than 20 hours/week 
Q. 15 What are the primary uses of your computer in the past 12 months? 
(Please check all that apply.) 




• Managing personal fmance 
• Investment 
• Entertainment 
Q.16 Have you ever accessed to World Wide Web? 
0 Yes 
0 No (please skip to Q.32) 
Q. 17 How long have you been on the Web? 
0 Less than 6 months 
0 6 to 12 months 
0 1 to 3 years 
0 4 years or more 
Q. 18 On average, how many hours a week do you use your WWW? 
0 0 to 1 hour/week 
0 2 to 4 hours/week 
0 4 to 6 hours/week 
0 7 to 9 hours/week 
0 10 to 20 hours/week 
0 More than 20 hours/week 
Q. 19 What is the primary place you access the WWW from? 
0 Home 
0 Office 
0 Mobile work place 
0 Other 
Q.20 Which online services do you currently subscribe to? (Please check all that apply). 
0 Asia Online 
0 HKNet 
0 HK Telecom IMS Netvigator 
0 Star Internet 
0 SuperNet 
0 Others (Please state ) 
Q.21 What are the primary uses of your WWW ？ 
(Please check all that apply.) 








Q.22 Please indicate how often you have the Web for each of the following categories during the past 
12 months. 
More than 2-4 Once a Less often Hardly 
once a times a month than once ever 
week month a month 
to access online newspapers? ( ) ( ) ( ) ( ) ( ) 
to access financial information? ( ) ( ) ( ) ( ) ( ) 
to access information about listed c o m p a n i e s ? ( ) ( ) ( ) ( ) ( ) 
to apply for financial products/services? ( ) ( ) ( ) ( ) ( ) 
to buy or sell listed securities ( ) ( ) ( ) ( ) ( ) 
to buy or sell other financial instruments ( ) ( ) ( ) ( ) ( ) 
to go shopping? ( ) ( ) ( ) ( ) ( ) 
Q.23 How do you fmd out about WWW pages/sites? 
(Please check all that apply.) 
• Books 
• Friends 
• Follow URLs from other Web pages 
• Intemet searching engines/catalogues 
• Usenet newsgroups 
• Discussion group 
• Magazines/Newspapers 
• Signatures at end of e-mail messages 
• Television advertisements 
• Other sources 
Q.24 Do you subscribe to any Web site(s) which requires payment every time when you browse it? 
0 Yes (Please state which site(s) A: B: C: ) 
0 No (please skip to Q.26) 




Q.26 Some Web sites ask you to register with the site by providing personal information. When asked 
for such information, what percentage of the time do you falsify the information? 
0 I've never falsify information 
0 Under 25% of the time 
0 26 - 50% ofthe time 
0 51 -75%ofthe time 
0 Over 75% of the time 
0 I've never registered with a site 
Q.27 Much of the Web's content is in English. The continued dominance of English of Web will . . . 
0 be more helpful than harmful 
0 be more harmful than helpful 
0 other/don't know 




0 Lack of linguistic diversity 
0 Finding things/navigating around 
0 Other 
0 Don't know 
Q.29 Please indicate your agreement/disagreement with each of the following statements. 
Providing personal bank account or credit card information through the Web: 
Agree Agree Neither Disagree Disagree No 
Strongly Somewhat Agree nor Somewhat Strongly Opinion 
Disagree 
is the single most important reason I don't 
buy through the Web more often ( ) ( ) ( ) ( ) ( ) ( ) 
is safer than providing it over the phone 
to an offline vendor ( ) ( ) ( ) ( ) ( ) ( ) 
is safer than faxing it to an offline vendor ( ) ( ) ( ) ( ) ( ) ( ) 
would not matter much if the $ amount of 
transaction is considerably lower ( ) ( ) ( ) ( ) ( ) ( ) 
would not matter much if the 
services are of a higher quality ( ) ( ) ( ) ( ) ( ) ( ) 
would not matter much if the Web vendor 
is well known and reliable ( ) ( ) ( ) ( ) ( ) ( ) 
Q.30 Some have suggested the use of reliable third parties for online stock purchase. 
Instead of dealing separately with each stock broker, the buyer would set up an account with a central 
company (the issuer). 
When making a purchase from any participating stock broker, the buyer would provide this account 
number to the stock broker. 
hi tum, the stock broker would get approval from the issuer, and deliver/provide the product/service to 
you. 
The issuer would charge the purchase amount to your account. 
For each of the following third party possibilities, please indicate how likely you are to set up an 
account with them offline, and then use your account number to purchase from participating stock 
brokers. Once again, assume that the stock broker is offering a competitively priced product/service 
that you really want. 
Very Somewhat Neither Somewhat Very 
Unlikely Unlikely Likely nor Likely Likely 
Unlikely 
a bank ( ) ( ) ( ) ( ) ( ) 
the Hong Kong Stock Exchange ( ) ( ) ( ) ( ) ( ) 
the Central Clearing Company ( ) ( ) ( ) ( ) ( ) 
a stock broker who was previously unknown to you ( ) ( ) ( ) ( ) ( ) 
a stock broker well known to you ( ) ( ) ( ) ( ) ( ) 
a major credit card company ( ) ( ) ( ) ( ) ( ) 
a check clearing company ( ) ( ) ( ) ( ) ( ) 
other well known third parties ( ) ( ) ( ) ( ) ( ) 
digitally based banks/currency providers ( ) ( ) ( ) ( ) ( ) 
Q.31 How much more or less likely are you to actually purchase stock when your most preferred third 
party is involved. ( ) ( ) ( ) ( ) ( ) 
(Please skip to Q.33) 
Q.32 I have never accessed to World Wide Web because? 
Agree Agree Disagree Disagree No 
Strongly Somewhat Neutral Somewhat Strongly Opinion 
I have never heard about it ( ) ( ) ( ) ( ) ( ) ( ) 
I have no interest about it ( ) ( ) ( ) ( ) ( ) ( ) 
I have no time to play with it ( ) ( ) ( ) ( ) ( ) ( ) 
I don't know how to access to it ( ) ( ) ( ) ( ) ( ) ( ) 
The access charge is too high ( ) ( ) ( ) ( ) ( ) ( ) 
I don't have the necessary hardware/software ( ) ( ) ( ) ( ) ( ) ( ) 
Q.33 IfHong Kong listed securities could be traded in the Intemet, do you expect the services 
provided by the online service provider would be good in the sense that: 
Agree Agree Disagree Disagree No 
Strongly Somewhat Neutral Somewhat Strongly Opinion 
He will provide me with timely information ( ) ( ) ( ) ( ) ( ) ( ) 
He will provide me with reliable information ( ) ( ) ( ) ( ) ( ) ( ) 
The information he provides will be easy to 
understand ( ) ( ) ( ) ( ) ( ) ( ) 
He will give me personal advice ( ) ( ) ( ) ( ) ( ) ( ) 
He will trade stock at the best price for me ( ) ( ) ( ) ( ) ( ) ( ) 
He will prepare good trading records for me ( ) ( ) ( ) ( ) ( ) ( ) 
He will provide credit facilities as I request ( ) ( ) ( ) ( ) ( ) ( ) 
The commission will be reasonable ( ) ( ) ( ) ( ) ( ) ( ) 
He will keep my stock in his custody properly ( ) ( ) ( ) ( ) ( ) ( ) 
He will collect/deliver my stock properly ( ) ( ) ( ) ( ) ( ) ( ) 
I can place order to him easily ( ) ( ) ( ) ( ) ( ) ( ) 
I can make payment or receive money easily ( ) ( ) ( ) ( ) ( ) ( ) 
END 
Please put the completed questionnaire into the mail box "Stock Trading via Internet" before 31 
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